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W ithin the debate among economists on systemic transition the case of Vietnam was paid little attention before the Asian crisis shed some light on the economic performance of the country. Vietnam's economic performance -with an average growth rate of below 9% and an inflation rate of below 10%underlines the notion that Vietnam has coped with the transformation process much better than other (former) socialist countries in transition. 1 This leads to the question as to whether Vietnam has been following a transition strategy different from that of other socialist (Eastern European) countries. Given the regional context, one may consider the hypothesis that Vietnam's strategy -like that of several other countries in the region -has been based on a kind of Asian development model.
Starting from the assumption that ascertain model of development exists in the Asia-Pacific region that is based on the experience of Japan as the first Asian country to achieve successful economic development after World War II, the aim of this paper is to make a contribution to the question of whether Vietnam can draw any lessons from the Japanese experience. Similarities and differences in the economic development of both countries are analysed, paying special attention to the Japanese concept of industrial policy and the priority production system.
Theoretical Background: Systemic Transition
'Transition' is defined as the process by which a socio-economic system changes from a system based upon central planning to one dominated by markets. Siebert quotes three main areas of reforms that characterise the transition process and that will be used throughout this paper as an analytical framework. 2
• Implementing an institutional framework. An efficient tax system and a reliable legal framework (contract law, property rights, etc.) as well as the establishment of a two-tier banking system, i.e. the separation of monetary policy (autonomous central bank) and intermediation should be included. Lessons from the Asian Crisis underline, furthermore, the importance of an independent surveillance institution. D Macro-economic stabilisation. Price liberalisation in connection with notable excess of demand and increasing budget deficits backed by expanding money supply normally led to increasing rates of inflation in the initial stage of transition. Therefore, stabilising the price level and reducing budget deficits in association with a currency reform and free convertibility are major elements of a successful reform process.
• Real adjustments in the business sector (microlevel) . Price liberalisation, the establishment of markets and the privatisation of state companies are major ingredients in a market system where resource allocation is based on market-price calculation.
Although these points are generally accepted among economists, there is no common understanding of the sequence and speed of a transitional process. Mainly, two positions can be distinguished. 3
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• extensive and radical transition in the sense of a shock therapy ('Big Bang') and
• gradualistic transition, in order to reduce frictions by slowing the transitional process.
At the beginning, the transition debate was dominated by the Big Bang approach, which was, in the eyes of its supporters, more likely to avoid a rollback. Leading development institutions like the IMF and the World Bank advocated the neo-classical idea that only free competition could provide efficient resource allocation and that, therefore, market mechanisms needed to be implemented in a 'Big Bang'. This assumption was heavily criticised by opponents of the neo-classical model. They advocated a two-tier model: liberalisation only in the nonstate sector, while retaining control over the state sector until the required adjustments in the institutional framework that take time were properly established. Therefore transition had to be gradual. 4 The disastrous state of economic, affairs in Russia, which followed a neo-classical model of transition as proposed by the IMF, was considered by many to be further evidence in favour of the gradualistic approach.
Besides this dispute, there is no agreed position on the appropriate role of the state in the transition process. This question is not limited to the transition process alone, but reflects the almost 'traditional' debate between the Washington institutions and their scholars, who set up an orthodox neo-classical model known as the 'Washington Consensus,' 5 and the advocates of the state-led development approach, 6 It is especially the belief of some Japanese economists that the role of government in the development process has been highly underestimated by the Washington group. They argue that the role of government should go beyond the setting up of an institutional market framework and the provision of collective goods; instead the state should intervene actively in resource allocation and industrial organisation. Table 1 gives an overview of these two unsettled positions.
Japan's and Vietnam's Transition Experiences
Let us now come to the real analysis by comparing Japan's and Vietnam's transition experiences directly:
How far did Japan experience a phase comparable to the phase of systemic transition in Vietnam? Although some argue that Japan faced a first phase of systemic transition in the second half of the 19 th century, we shall concentrate here on the transition from a command-style war economy to a market economy after 1945. 7 In contrast, Vietnam's transition started with the Sixth Party Congress in 1986 which initiated, in the face of a severe economic crisis, an overall reform programme, known as 'doi moi' (renovation). 8
Prior to transition both countries faced a series of macro-economic problems: increased budget deficits, Source 
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high inflation, declining industrial output, food supply shortages, and unemployment. Against this background, measures of the transitional process in Japan and Vietnam can be divided into three main areas. 9
Establishment of an Institutional Framework
After surrender in 1945, the primary Japanese target was to restore production capabilities and to create the prerequisites for self-sufficient economic development, in order to catch up with the West as fast as possible. It was therefore in the mutual interest of the Japanese government and-the Supreme Commander of the Allied Powers for the Occupation and Control of Japan (SCAP) to install an institutional framework based on a western (American) model. Heavily influenced by* American consultants, several measures were implemented:
• the de-concentration of monopolistic power by the dissolution of the pre-war conglomerates (zaibatsu) and by preventing the emergence of new cartels and trusts by law (see below),
• the permitting of labour unions and the establishment of labour relations committees as an important step towards the democratisation of labour,
• a land reform, giving land from absentee landlords to the tenant farmers.
While these measures seemed to be in perfect line with the neo-liberal ideas of the allied economic consultants, the Japanese government in the meantime used the institutions of the command-style war system to implement its economic policy ideas. The Ministry of Finance and especially the Ministry of International Trade and Industry (MITI), the successor of the Munitions Ministry, used several interventionist industrial policy measures {sangyo seisaku). Characteristic for the use of industrial policy measures was the priority production system {keisha seisan hoshiki, 1947-49). This system was aimed at overcoming bottlenecks in production caused by shortages of raw materials and energy and at increasing steel production by allocating coal to the steel industry. The output of the steel industry was, in turn, preferentially allocated to the coal-mining industry in order to increase coal output, etc. To enforce this system several direct control measures were implemented:
• rationing of materials ('materials mobilization plan' {busshi do in keikaku)),
• subsidised credits and import subsidies for priority industries via the Reconstruction Finance Bank (fukkd kinyu kinko),
• price control subsidies to cover the gap between official prices and costs,
• direct government intervention in resource allocation by means of the Foreign Exchange Law {shikin tosei keikaku).
Since 1990 Vietnam has created a legal framework as a prerequisite for a market economy: a company law, a law on private business, a bankruptcy law, and regulations concerning antitrust, technology transfer and patents. As an important cornerstone, property rights and protection against expropriation were laid down in the constitution in 1992. The central banking system was transferred into a two-tier system with a central state bank and commercial banks as intermediaries. A land reform gave usage rights (not property rights) to farmers and (also foreign) investors. Since 1993 these usage rights have been tradable. While the Vietnamese government has opted for market principles with the liberalisation of prices and the removal of most subsidies, elements of the command-style economic system are still in use: three industries -oil extraction and refining, food production, and textiles and clothing -were designated by the government as 'strategic industries' and received (and still receive) preferential selective industrial policy treatment. Measures to promote strategic industries are:
• the allocation of all commercial credits (99%) to state-owned enterprises which dominate the 'strategic industries', while private companies have to finance investments from their profits or from curb markets,
• preferential interest rates,
• protection by high import tariffs,
• better informal contacts to the bureaucracy, and • easier and preferential access to export licences.
All these measures make state-owned companies in strategic industries more attractive to foreign 
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investors and are therefore more successful in allocating needed foreign capital and technology.
Macro-economic Stabilisation Measures
Immediately after the war Japan faced severe inflation which was caused by an increase in the money supply and rising prices due to a sharp decline in production which was caused by the shortage of raw materials imports. Another measure that put additional pressure on the. inflationary process was the priority production system -as mentioned above, differences between official prices and costs were covered by subsidies and with an increase in output price subsidies also, rose from Yen 9,030 million in 1946 to Yen 109,627 million in 1949. Three stabilisation measures were taken to hold inflation at bay:
• Price control (bukka tosei rei) of major input commodities . Prices were set to equal the estimated average production costs and the gap between market prices and purchasers' prices wereagain -covered by government subsidies.
• Deposit freeze was used as a measure to cope with the government's increasing expenditures to fulfil war-related commitments . Although inflation was cut by 50% in 1948, price levels began to rise again shortly after the suspension of this measure.
• As most stabilisation measures did not show any positive effects, a series of tight orthodox measures was implemented from April 1949 ('Dodge-Line'): (1) a stiff budgetary discipline, (2) the total suspension of price subsidies, and (3) the introduction of a single exchange rate that was fixed at 360 ¥/US$.
During the economic crisis of the early 1980s inflation in Vietnam rose to more than 1,000%. In order to bring inflation down, the Vietnamese government used a series of policy measures:
• the issuing of bonds and treasury bills to cover state expenditures instead of cash creation,
• a tight fiscal policy, i.e. the abolition of direct and indirect price subsidies and increased fiscal income through a broadened tax base and applied uniform tax rates,
• the introduction of higher interest rates to encourage domestic savings, and • a currency devaluation to bring the exchange rate closer to its market value.
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Asia-Pacific Handbook Volume I: People's Republic of China
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Adjustments in the Corporate Sector
Major adjustments in Japan were intended to be achieved by the dissolution of the pre-war conglomerates (zaibatsu), which had extensive economic power, and by the limitation and separation of private ownership and management in order to remove extreme concentration in the production system. However, these reforms were softened and revised soon after their implementation in 1947 and it is doubtful if these measures had any effect on concentration or economic domination. 10
The first major step on the route to a market economy in Vietnam was the official recognition of private production activities and the abolition of several preferential treatments for state enterprises. In 1988 a six-tier enterprise structure was established: state, joint state-private, collective, private, individual (family) and domestic enterprises. Under the new regulation, limits on the size of private capital investments and on the employment of wage labour were removed and management was given greater autonomy. Although the privatisation and deconcentration of state monopolies was given high priority, the results were not impressive -until 1998 only 29 state companies had been privatised, while 5,800 remained state-owned." Of major importance was the enactment of the Foreign Investment Law in 1987 that allowed up to 100% foreign ownership and, from 1990, joint ventures with private Vietnamese companies (until then only state companies were eligible). Furthermore, a wide range of tax allowances for investors was offered and industrial zones were set up in order to attract foreign investors.
Similarities and Differences
It is difficult to draw a coherent picture of the Japanese post-war experience. Viewing it as the takeoff phase for the later (successful) economic growth, it would be true to say that the foundation for the Japanese success was laid during this time. On the other hand, looking at Japan's stabilisation efforts, the impression is one of more or less a process of trial and error. In the corporate sector, the initial deconcentration effort of SCAP failed, but it could be argued that, nevertheless, the foundation for Japan's unique and overall successful system of subcontracting relationships and intra-firm trade and competition was strengthened during this time.
Until the present the Vietnamese transition has proved successful in economic terms, as a glance at macroeconomic indicators shows. Nevertheless, some concerns need to be considered. First, with a per capita income of US$ 300 Vietnam is still one of the poorest countries in the region. Second, bearing in mind that high private savings propelled the growth process in other successful Asian economies, Vietnam's savings rate of 16% (1996) is still very low and gives rise to some worries: it is assumed that more than 50% of the savings are held in cash at home and in rural areas barter exchange is still the dominant form of commerce. Third, the financial and banking sector is still extremely underdeveloped. The low M2 to GDP ratio of slightly above 20%, expressing an insufficient degree of monetization and financial intermediation, makes clear that the banking sector is incapable of attracting private savings or providing enough funds for project financing. 12 Fourth, there is a widening development gap between rural areas, where 80% of Vietnam's population live, and urban areas. But rural infrastructure investments are needed to improve growth prospects and to reduce poverty in rural areas. 13 Summing up, a range of similarities between Japan's and Vietnam's experience can be found:
• while market • instruments were implemented, several state interventionist elements of the former centrally planned system were used to select and promote strategic industries,
• both countries lost their 'traditional' trading partners. Japan underwent the loss of its overseas territories, while Vietnam faced the cut in assistance from the Council for Mutual Economic Assistance (CMEA), especially from the former USSR. Both were then forced to find new trading partners and to adopt an export-oriented development strategy.
However, some differences need to be considered:
• Japan gained from its free access to the US market, while access to international financial resources was limited. Furthermore, Japan appeared as a relatively closed economy right after the defeat. Vietnam, on the other hand, faced open globalised world markets with easy access to foreign capital but fierce competition in world goods markets.
LI The advent of the Cold War was a 'window of opportunity' for Japan; the US promoted a quick recovery by various measures and the Korean War brought an unexpected demand push for the Japanese economy. After the end of the Cold War, Vietnam did not gain significantly from any strategic considerations.
• Japan could rely on an experienced group of business leaders and entrepreneurs, while Vietnam faced a lack of people familiar with market-oriented business administration. 14 Nevertheless, there seems to be a wide spread of entrepreneurial spirit in Vietnam.
• Although difficult to assess in economic terms, differences in geography, historic experience, human capital, and culture should be mentioned. 15
Bearing the restrictions mentioned above in mind, the author will now try to draw some lessons from the Japanese experience.
What Lessons Can Japan Teach Vietnam?
Rethinking the Japanese transition efforts, most measures seem neither unique nor revolutionary. One exception is the Japanese stance-towards industrial policy. Therefore it makes sense to discuss this controversial issue, especially the 'priority production system' (PPS), in more depth.
The PPS was based on the premise of a closed economy with a lack of the necessary raw materials imports. The target was to allocate limited resources to key industries in order to stimulate overall production. If we look at the production indexes (see Table 2 ), a high increase in the production of coal, steel and non-ferrous metals can be noted.
Because of these results, the priority production system is often considered a success. However, some doubts on this finding need to be mentioned. 16 • the PPS seriously contributed to the inflationary process through the steady increase in RFB loans and price subsidies; 14 One may argue that differences between the North and the South with its relatively short experience as a command-style economy should be recognised here. But, although some management knowledge has most likely survived, a lack of up-to-date management training facilities can be assumed to be a problem in the South, too. 15 For a more detailed overview of these points see for Vietnam: The road to capitalism: A survey of Vietnam, in: The Economist, July 8th 1995, pp.1-18., and for Japan: T. Nakamura, op. cit. 16 Cf. for a further discussion of the PPS J. Teranishi, op. cit., pp. 71-75; Y. Kosai, op. cit., pp. 31-35.
• RFB loans were meant to back up only the start of recovery and should have been reduced subsequently, but the total amount rose by eight times between 1947 and 1950 while production only doubled -shedding some light on the inefficiency of production under PPS; -• it was not only the effort of production under the PPS that boosted production output, but also the improved availability of raw materials from 1948 onwards;
• the effects on growth in heavy industries were relatively small, compared to the achievements in the high-growth era after the suspension of the PPS.
Furthermore, it could be argued that the PPS was only a short-term (ad hoc) emergency measure to overcome the shortage of raw material inputs and that it lacked an underlying long-term strategy. The truth in this argument is that the PPS tends to be overrated by its supporters concerning its contribution to a strategic industrial policy concept. But it could be replied that the use of various measures to guide the allocation of funds in selected strategic industries survived beyond the PPS and was used as a major element of the Japanese industrial policy concept in the 1950s and 1960s.
The assessment would not be complete without mentioning that industrial policy is discussed controversially, but as an in-depth analysis of REPORT industrial policy is not the goal of this essay, the issue will not be discussed further here. 17
What contribution could the Japanese concept of industrial policy have made to Vietnam's transition process? Or in more concrete terms, is the PPS applicable to Vietnam? In this context it is worthwhile mentioning that the Japanese Ministry of International Trade and Industry (MITI) offered the Russian Government and the Commonwealth.of Independent States an 'alternative' (!) model of transition based on the Japanese experience of post-war economic development in 1992. 18 Although it"was drawn up for the former Soviet Union, it embodies MITI's general position towards transition processes. The interesting thing is that the report suggests, against the background of investment capital shortages in key industries, that Russia (in this case) 'should establish Japanese-style "priority production programmes" to ensure the supply of essential industrial goods'. 19 To achieve this, funds should be allocated preferentially to key industries.
If we compare Vietnam's policy measures towards strategic industries, it seems that this is exactly what the Vietnamese government has been doing. But if we look at the outcome, the impression is much more differentiated. While crude oil and clothing production rose significantly between 1989 and 1993, production in the other key industries remained nearly stable (see Table 3 ). Although the dependency of food production on weather conditions as well as strong competition in world markets for textiles may be an explanation for this state of affairs, it also raises the question of whether a priority production system is really an efficient way to proceed, providing the expected outcome in a globalised world.
It seems interesting to elaborate Japan's intellectual position towards the transition process in Vietnam in more depth. In 1995 the Japanese International Co-operation Agency (JICA), one of Japan's official aid agencies, drafted a country report on Vietnam that laid out Japan's official position towards the transition. 20 Special attention was given to the elaboration of a long-term development strategy for Vietnam. The report proposed a set of ingredients for a successful development strategy. Table 4 gives a 17 Cf. for a discussion of the controversial aspects of industrial policy cf. W. Pascha, op. cit. 18 Cf. A. Rowley: To Russia with Pride -Japan offers Economic Model, in: Far Eastern Economic Review, 13 August 1992, pp. 59f. 19 Ibid. 20 Cf. JICA, op. cit.
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comparison of the Japanese recommendation to Vietnam and the Washington Consensus.
One thing is noteworthy: it is obvious that due to their different levels, the two approaches are hard to compare. While the Japanese approach is resultoriented and does not care much about concrete measures, the Washington Consensus is oriented on principles and concentrates on the framework for a market economy -Yanagihara therefore introduced the term 'ingredients approach' for the Japanese model and labelled the Washington Consensus 'framework approach'. The framework approach is meant to set the fundamentals right and leave the outcome to market forces. In contrast, the Japanese approach is rather flexible in the use of measuresintervention in sectoral compositions or industrial Table 3 Production Indexes for Key Industries in Vietnam 24 Although a certain convergence is visible, some problems inherent in both positions remain unsolved. Neither Washington nor Tokyo have satisfying answers to the question as to how far the nation state faced with the process of further globalisation is still able to intervene actively in market transactions. In the past the success of industrial policy measures was based on the circumstance that access to input factors was limited. But in the age of global integration, characterised by free flows of capital and goods and autonomous global players, traditional instruments of industrial policy are becoming more and more ineffective. That does not mean, in turn, that the nation state will lose its importance in the development process altogether, but rethinking the role of the state in the globalisation process is obviously necessary.
Finally, the question should be discussed as to whether Japan possibly has a significant self-interest in promoting the establishment of a Japanese-style economic model. Besides the fact that the successful implementation of a state-led model would confirm and strengthen the position of Japan's bureaucracy at home and abroad, 25 two other points relevant for the Japanese-Vietnamese relationship should be noted:
• First, Vietnam offers attractive business opportunities for Japanese companies. Japan is Vietnam's major trading partner -Vietnam's exports to Japan rose from US$ 261 million in 1989 to US$ 950 million in 1993. Among OECD-countries Japan is the largest investor in Vietnam, with a share of 19.3%. 26 From the standpoint of the Japanese business world, more national influence in Vietnam would be of benefit. Furthermore, an economic (or industrial) policy shaped after the Japanese model would give Japanese companies, who are quite familiar with such measures, a competitive edge. Taking that into consideration, it seems to be in the mutual interest of the Japanese government and the Japanese business world to increase Japan's influence in Vietnam.
• Second, looking at Akamatsu's 'flying-geese' theorem 27 might allow some further insights into Japan's interest in Vietnam. Akamatsu's model first focused on the development patterns of individual industries in latecomer industrialization. The process of increase and decline in comparative advantage in the industries of a single country is shaped like the flight formation of a flock of geese. This model was than transferred to a sequence of countries. In this case the model contains two elements: first, the assumption of a dynamic catching-up process, with Japan as leading goose in the flight formation, and second, the regional division of labour. In other words, countries at different development stages should produce at different technological levels, less developed countries providing input for more highly developed countries. If we look at the Japanese-Vietnamese pattern of trade, Japan seems to follow exactly this strategy. It imports mainly raw materials, food and textiles from Vietnam and exports industrial products to Vietnam (see Table 5 ).
In this context, a look at Japan's direct investment pattern and its development aid flows is worthwhile. Japan's aid policy was often criticised in the past for its use for resource exploration and as export promotion for Japanese companies. The Japanese government has in recent years underlined that a substantial change has taken place in Japan's ODA policy. 28 But a glance at Japan's FDI and ODA pattern shows this to be doubtful with regard to Vietnam (see Figure 1 ). Obviously, FDI as well as ODA inflows are concentrated in sectors where Japan's major imports from Vietnam are generated (with the exception of tourism, in the case of FDI). In additfon, major ODA flows go to infrastructure projects, like port and railway reconstruction, which also support market exploration by Japanese companies.
These findings support the notion that Japan's strategy is in perfect line with Akamatsu's theorem of a division of labour among Asian countries and that Vietnam in this context is regarded the youngest goose in the 'gang'. 29
Conclusion
Summing up, the Japanese experience after World War II was indeed similar to Vietnam's during the 1980s. If we take into consideration the restrictions laid down in this essay, the question of whether any lessons could be drawn from the Japanese experience can be answered as follows:
First, as the experience of Japan and Vietnam has shown, the state is able to play an important role in the transition process. It is a point of not only theoretical interest that the neo-classical recommen- 28 Cf. Ministry of Foreign Affairs: Japan's ODA Summary 1996, Tokyo 1996. dation obviously under-estimates the potentially positive role of the state. As mentioned earlier^ some efforts have been made to overcome the clash between 'Washington' and 'Tokyo'. In this context Aoki, Kim, and Okuno-Fujiwara argue that governments should not, in the face of market failure, substitute market elements but, instead, provide incentives for private-sector institutions to overcome this failure by their own efforts. 30 This approach might circumvent some of the problems inherent in the neoclassical and Japanese position, but as a lot of questions remain unanswered, this approach leaves considerable scope for further research.
Figure 1 Sectoral Distribution of Japan's FDI and ODA to Vietnam
Second, the 'priority production system' shows that highly interventionist measures can be helpful under certain conditions to overcome shortages in input factor supply. But it also seems clear that this system cannot be sustainable in the long run and is highly dependent on the economic environment. If we reduce the PPS to the selection of key industries and the preferential allocation of factors into these industries, then the Japanese experience has been successful to a certain extent and can therefore be of some value to Vietnam.
Finally, let us return to the question as to how far historic experiences are transferable to a different environment. As mentioned above, the process of increasing global integration sets limits to traditional state measures. In this context it is doubtful if the Japanese concept of industrial policy is transferable to contemporary Vietnam without any modifications. But, on the other hand, the Asian crisis has underlined that the concept of state control is not altogether obsolete. It will therefore be up to future research efforts to examine how the relationship between markets and states will develop in.the face of further globalisation.
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